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THE  REPORT  OF  THE  MONETARY  COMMISSION 

TO  THE  EXECUTIVE  COMMITTEE  OF  THE  INDIANAPOLIS 

MONETARY  CONVENTION 


NON-PARTISAN  efforts  to  improve  the  banking  and  cur- 
rency of  the  United  States  have  been  frequent  ever  since 
the  present  system  'was  established.  Chief  among  these  perhaps 
have  been  the  untiring  labors  of  comptrollers  of  the  currency, 
since  the  close  of  the  Rebellion,  to  perfect  the  legislation  regu- 
lating the  exercise  of  the  discount  and  deposit  functions  by 
national  banks.  But  during  the  last  decade,  and  particularly 
since  the  crisis  of  1893,  ^he  attention  of  those  interested  m the 
matter  has  been  directed  to  the  larger  problems  presented  by  the 
distribution  of  American  credit  and  the  character  of  the  Ameri- 
can currency.  Public  men  and  students,  periodicals  and  organi- 
zations have  proposed  measures  of  relief,  now  from  the 
inelasticity  of  the  circulation  and  the  dangers  of  a fiduciary 
currency  inadequately  protected,  now  from  the  financial 
difficulties  of  the  Government  and  the  excessive  restriction  of 
banking  enterprise.  Sometimes  the  proposals  have  been  so 
comprehensive  as  to  include  the  reform  of  all  four  main  evils 
and  of  their  corollary  disadvantages  as  well. 

An  example  of  the  endeavor  directed  against  particular 
defects  can  be  found  in  the  action  taken  by  the  American 
Bankers’  Association  in  1894,  when  they  approved  the  Baltimore 
plan  of  note  issue  against  general  assets.  It  is  probable  that 
this  vote  and  the  subsequent  agitation  were  due  in  part  to  the 
work  of  Walker,  Hague  and  other  Canadians,  who,  in  print  or 
on  the  platform,  had  criticized  the  faults  of  a specially  secured 
issue  and  given  their  criticism  point  by  describing  conditions  at 
home.  The  Baltimore  scheme  of  note  issue,  or  the  principle 
on  which  it  was  based,  was  advocated  in  the  United  States  by 
Horace  White,  Cornwell,  Conant,  J.  F.  Johnson,  Dunbar  and 
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others.  The  weight  of  opinion  in  the  academic  symposium  on 
the  currency  question,  published  by  the  Review  of  Reviews  in  the 
summer  of  1896,  was  likewise  in  favor  of  some  such  plan.  So, 
too,  the  proposals  with  respect  to  legislation  on  the  bank  note 
issue  advanced  by  Eckels  during  his  term  of  office  as  comp- 
troller of  currency,  and  the  recent  suggestions  of  the  secretary 
of  the  treasury,  contemplate  the  issue  of  a part,  at  least,  of  the 
total  bank  note  circulation  without  special  security. 

But  the  most  promising  of  all,  in  many  ways,  whether  we 
consider  efforts  to  improve  parts  only,  or  the  whole  system  of 
legislation  on  banking  and  currency,  is  the  organized  and  ener- 
getic movement  of  which  one  of  the  latest  results  is  the  report  of 
the  Monetary  Commission  to  the  Executive  Committee  of  the 

Indianapolis  Monetary  Convention. 

The  movement  began  in  a meeting  of  the  Governors  of  the 
Indianapolis  Board  of  Trade  on  the  i8th  November,  1896,  at 
which  H.  H.  Hanna  suggested  that  the  governing  boards  of  the 
more  important  boards  of  trade  in  the  States  of  the  Central  West 
should  be  invited  to  send  delegates  to  a meeting  proposed  to  be 
held  in  Indianapolis  on  the  ist  December,  1896.  The  suggestion 
being  adopted,  invitations  were  sent  out  and  on  the  date  named, 
representatives  of  commercial  organizations  of  St.  Louis, 
Chicago,  Cincinnati,  Milwaukee,  Minneapolis,  St.  Paul,  Louis- 
ville, Columbus,  Cleveland,  Toledo,  Grand  Rapids  and  Indian- 
apolis appeared  at  a preliminary  conference.  Here  it  was 
decided  to  invite  the  boards  of  trade,  chambers  of  commerce 
and  commercial  clubs  in  all  cities  of  the  United  States,  having 
8,000  or  more  inhabitants  in  1890,  to  send  delegates  to  a con- 
vention to  meet  in  Indianapolis  in  January,  1897,  for  the  purpose 
of  discussing  the  currency  question  from  a non-partisan  stand- 
point. 

Some  three  hundred  delegates,  from  one  hundred  and  eight 
cities  in  twenty-seven  states,  came  together  at  Indianapolis  in 
response  to  this  call  on  the  12th  January,  1897.  In  the  after- 
noon of  the  second  day  they  adopted  resolutions  declaring  “ that 
it  has  become  absolutely  necessary  that  a consistent,  straight- 
forward and  deliberately-planned  monetary  system  shall  be 
inaugurated,  the  fundamental  basis  of  which  should  be  . first, 
that  the  present  gold  standard  should  be  maintained ; second, 
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that  steps  should  be  taken  to  insure  the  ultimate  retirement  of 
all  classes  of  United  States  notes  by  a gradual  and  steady  pro- 
cess, and  so  as  to  avoid  injurious  contraction  of  the  currency  or 
disturbance  of  the  business  interests  of  the  country,  and  that 
until  such  retirement,  provision  should  be  made  for  a separa- 
tion of  the  revenue  and  note-issue  departments  of  the  Treasury; 
third,  that  a banking  system  be  provided  which  should  furnish 
credit  facilities  to  every  portion  of  the  country  and  a safe  and 
elastic  circulation,  and  especially  with  a view  of  securing  such 
a distribution  of  the  loanable  capital  of  the  country  as  will  tend 
to  equalize  the  rates  of  interest  in  all  parts  thereof.” 


The  president  of  the  Convention  was  instructed  to  appoint 
an  executive  committee  whose  duties  should  be  to  advocate 
the  policy  thus  announced,  to  urge  Congress  to  authorize  the 
President  of  the  United  States  to  appoint  an  expert  monetary 
commission  who  should  consider  the  entire  question  and  report 
to  Congress  at  the  earliest  day  possible,  and,  failing  in  this,  to 
appoint  a private  commission  of  eleven  members  who  should 
devise  a plan  of  reform  and  report  their  work  to  a proposed 
second  meeting  of  the  Convention.  The  numerous  resolutions 
and  communications  bearing  upon  currency  reform  which  had 
been  presented  to  the  Convention  were  all  to  be  referred  to  this 
commission. 

In  spite  of  Mr.  McKinley’s  special  message  in  support  of 
their  proposal,  the  efforts  of  the  committee  at  the  extra  session 
of  Congress  in  the  spring  of  1897,  were  unsuccessful.  The  bill 
authorizing  the  appointment  of  a commission,  which  passed  in 
the  House,  was  held  up  in  the  Senate.  Accordingly,  the  com- 
mittee chose  the  following  private  commission,  the  names  of 
whose  members  will  emphasize  the  character  of  the  selection 
with  regard  as  well  to  ability  and  experience,  as  to  geo- 
graphical representation  and  “ distribution  in  different  lines  of 
business.” 

George  F.  Edmunds,  Vermont,  Ex-Senator,  at  large. 

Charles  F.  Fairchild,  New  York,  Ex-Secretary  of  the 
Treasury  and  Banker,  Eastern  States. 

C.  Stuart  Patterson,  Pennsylvania,  Director  Pennsylvania 
Railroad  Co.,  Eastern  States. 
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Stuyvesant  Fish,  New  York,  President  Illinois  Central 
Railroad  Co.,  Eastern  States. 

T.  G.  Bush,  Alabama  Railroad  President  and  Iron  Manu- 
facturer, Southern  States. 

J.  W.  Fries,  South  Carolina,  Cotton  Manufacturer,  Southern 
States. 

L.  A.  Garnett,  California,  Financier,  Pacific  Slope. 

W.  B.  Dean,  Minneapolis,  Wholesale  Hardware  Merchant, 
Northwestern  States. 

G.  E.  Leighton,  Missouri,  retired  manufacturer.  South- 
western States. 

J.  Laurence  Laughlin,  Illinois,  Head  Professor  of  Political 
Economy,  University  of  Chicago,  Central  Western 
States. 

R.  S.  Taylor,  Indiana,  Lawyer,  Central  Western  States. 

The  commission  met  in  Washington  on  the  22nd  September, 
and  began  the  work  appointed  for  them.  Active  correspondence 
was  established  between  the  commission  and  persons  fitted  by 
practical  experience  or  scientific  investigation  to  deal  with 
monetary  problems,  and  contributions  solicited  not  only  upon 
the  general  subject,  but  also  in  reply  to  the  list  of  specific  ques- 
tions drawn  up  by  the  commission. 

The  preliminary  results  of  their  deliberations,  based  upon 
this  correspondence  and  the  material  already  at  their  command, 
or  collected  in  the  course  of  prolonged  and  diligent  investiga- 
tion, appear  in  the  report  already  mentioned.  Since  its  publi- 
cation, the  recommendations  in  the  report  have  been  submitted 
to  a second  meeting  of  the  Monetary  Convention,  held  at  Indian- 
apolis late  in  January  of  the  present  year.  This  second  con- 
vention comprised  four  hundred  and  seventy-five  delegates  of 
the  same  commercial  bodies  throughout  the  United  States  from 
whom  delegates  bad  been  asked  for  the  first  meeting.  Strong 
resolutions  endorsing  the  commission’s  plans  were  adopted  by  a 
unanimous  rising  vote,  thus  “demonstrating  that  the  work 
of  the  first  year  had  accomplished  the  great  object  of  unifying 
the  forces  making  for  sound  currency  in  the  United  States r.long 
one  line  of  action.”  A bill  embodying  the  recommendations 
has  also  been  prepared  and  introduced  into  the  House  of  Rep- 
resentatives, the  prospect  now  being  that  the  sub-committee  of 
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the  Committee  on  Banking  and  Currency  to  which  it  was 
referred  will  report  upon  it  early  in  April.  Meanwhile,  the 
Executive  Committee  is  “ organizing  the  whole  country  and 
pursuing  a propaganda  of  education  along  the  lines  of  the  plan 
laid  down  with  as  much  effect  as  it  knows  how  to  command.”^ 
The  document  whose  history  we  have  thus  sketched,  begins 
with  an  explicit  acceptance  of  the  principles  formulated  in  the 
resolutions  under  which  the  commission  was  appointed.  Then 
follows  a statement  of  the  results  anticipated  from  the  enact- 
ment of  the  proposals  into  law.  Comment  upon  the  preface, 
however,  will  be  more  appropriate  after  the  body  of  the  report 
has  been  considered.  This  is  divided  into  six  parts,  dealing  in 
turn  with  the  facts  as  to  the  currency,  the  standard,  the  silver 
currency,  the  demand  obligations  of  the  Government,  the  bank- 
ing  system  and  the  details  of  the  plan  for  currency  reform. 
The  importance  of  the  subject  warrants  us,  perhaps,  in  looking 
first  at  the  discussion  of  the  standard. 


The  commission  show  how  forced  circulation  of  depreciated 
legal  tenders  before  and  after  1866  perverted  popular  opinion 
upon  monetary  questions  and  prompted,  first,  the  successful  out- 
cry against  prompt  retirement  of  these  obligations,  and  then,  the 
call  for  greater  issues  of  a paper  currency  avowedly  irredeem- 
able. They  point  out  that  the  agitation  for  free  coinage  of 
silver  arose  only  after  that  metal  began  to  fall  in  value,  and  was 
then  taken  up  by  friends  of  cheap  money  as  a more  promising 
issue  than  unlimited  greenbacks.  The  last  presidential  cam- 
paign has  made  the  argument  in  favor  of  gold  as  the  single 
standard  too  familiar  to  permit  the  repetition,  in  any  detail,  of 
the  remaining  discussion  under  this  topic.  It  is  enough  to  note 
that  the  familiar  distinctions  between  the  functions  of  money  as 
a standard  of  value  and  as  a medium  of  exchange,  between  money 
and  money’s  representatives,  are  carefully  drawn,  and  then  used 


* I am  indebted  to  Mr.  H.  H.  Hanna,  Chairman  of  the  Executive  Com- 
mittee of  the  Convention,  for  this  information  as  to  the  progress  of  the  move- 
ment  since  publication  of  the  report. 
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to  explain  the  possibility  of  safely  using  other  forms  of  currency 
than  gold  alone,  provided  these  are  always  convertible  into 
what  must  have  a market  value  independently  of  legal  tender 
laws,  i.e.,  the  standard.  The  commission  insist  that  the  poor 
and  helpless  suffer  most  from  the  degradation  of  the  standard, 
while  the  constant  convertibility  of  representative  currency 
permits  the  use  of  as  much  thereof  as  the  convenience  of  the 
people  may  require.  But  “ if  the  standard  of  value  be  lowered 
there  necessarily  follows  a loss  of  public  confidence,  a lessened 
use  of  credit  and  credit  forms  of  currency,  and  a consequent 
diminution  of  the  effectiveness  of  the  currency.”  “ The  gold 
standard,  therefore,  does  not  mean  gold  monometallism,  and  it 
necessarily  results,  not  in  contraction,  but  in  the  greatest  possible 
expansion  of  the  currency  within  the  bounds  of  safety.”  Pro- 
posals for  international  bimetallism  are  gently,  but  incisively, 
dismissed  with  the  remark  that  an  earnest  effort  has  been  made 
to  realize  the  hope  of  solving  by  this  device  the  problem  of  the 
standard,  but  it  must  now  be  abandoned.  The  commission 
recommend,  therefore : 

“ I.  An  explicit  legislative  definition  of  the  gold  standard, 
and  a pledge  that  it  will  be  maintained. 

“ 2.  A requirement  that  all  obligations,  public  and  private, 
unless  otherwise  stipulated  in  the  contract,  shall  be  payable  in 
conformity  with  that  standard. 

“ 3.  The  adoption  of  a plan  for  the  gradual  retirement  of 
the  outstanding  note  issues  of  the  Government.” 


What  these  last  mentioned  issues  are,  appears  under  the 
heading  “ The  Facts  as  to  the  Currency,”  where  the  amount, 
qualities,  legal  position  and  origin  of  the  ten  different  kinds  of 
currency  in  use  in  the  United  States  are  stated  with  great 
detail.  The  mere  enumeration  of  varieties  is  something  of  a task, 
for  the  list  includes  gold  coins,  standard  silver  dollars,  subsidi- 
ary silver  coins,  minor  coins,  gold  certificates,  silver  certificates, 
treasury  notes  of  1890,  United  States  notes  or  greenbacks, 
currency  certificates  and  national  bank  notes.  Upon  the  gold 
coinage,  the  subsidiary  silver  and  the  minor  coins,  little  adverse 
criticism  is  offered.  For  the  gold  certificates  outstanding  against 
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equal  amounts  of  gold  coin  entrusted  to  the  treasury’s  care,  and 
for  the  currency  certificates  issued  to  banks  in  denominations  of 
$10,000  in  return  for  equal  deposits  of  United  States  notes,  the 
commission  simply  propose  retirement  and  cancellation,  and 
this  because  the  business  of  receiving  and  returning  special 
deposits  which  would  need  to  be  continued,  were  reissue  of  the 
certificates  permitted,  is  of  no  advantage  to  the  treasury.' 

That  part  of  the  currency  with  which  most  fault  has  been 
found  in  this  as  in  other  quarters,  consists  in  standard  silver 
dollars,  silver  certificates,  treasury  notes  of  1890,  Unites  States 
notes  and  national  bank  notes. 

In  round  numbers  452,000,000  legal  tender  silver  dollars 
have  been  coined  by  the  United  States  Government.  More 
than  $67,000,000  have  never  been  in  circulation  at  any  one 
time,  and  but  $60,000,000  were  outstanding  on  the  ist  Novem- 
ber, 1897,  the  date  to  which  the  currency  statistics  presented 
usually  refer.  The  bulk  of  this  vast  coinage  lies  in  the  vaults 
of  the  treasury,  $384,000,000  being  a special  deposit,  against 
which  silver  certificates,  not  a legal  tender,  have  been  issued 
in  denominations  of  $1,  $2,  $5  and  upwards.  Of  this  sum  the 
treasury  holds  $11,000,000,  the  public  $373,000,000.  The 
treasury  also  owns  19,000,000  silver  dollars  not  covered  by  cer- 
tificates. 

The  treasury  notes  are  the  creation  of  the  “ Sherman  ” 
Act  of  July  14,  1890,  which  provided  that  this  legal  tender 
paper  “ redeemable  on  demand  in  coin  ” should  be  issued  in 
payment  for  obligatory  purchases  of  silver  bullion  to  the  amount 
of  4,500,000  ounces  per  month.  $46,000,000  of  the  $155,000,000 
issued  before  the  repeal  of  the  silver  purchase  clause  of  the 
Act  in  1893  have  been  redeemed  in  silver  and  cancelled.  The 
notes  for  $109,000,000  still  outstanding  or  lying  in  the  Govern- 
ment’s tills  are  practically  covered  by  the  bullion,  costing 
$104,000,000,  which  the  treasury  holds  against  them. 


> The  expediency  of  stopping  forthwith  the  issue  of  gold  certificates  is 
possibly  open  to  question.  The  Government  has  exceptional  facilities  for 
storing  precious  metals,  and  until  the  suggested  reforms  of  the  currency 
system  are  completed,  might  well  continue  to  be  the  custodian  of  that  part  of 
the  country’s  stock  of  gold  which  it  is  well  to  keep  at  all  times  easily 
accessible.  But  the  point  is  at  best  a minor  one. 
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Like  the  silver  certificates,  the  United  States  notes  have 
been  issued  in  large  and  small  denominations.  But  except  for 
duties  or  imports  and  interest  on  the  public  debt,  they  are 
a legal  tender  in  payment  of  all  debts  public  and  private.  Since 
the  ist  January,  1879,  they  have  been  redeemed  in  gold  coin 
when  presented  at  the  sub-treasuries  in  New  York  and  San 
Francisco.  The  amount  technically  outstanding  has  remained 
at  $346,681,016  since  the  act  of  May  31st,  1878,  prohibited  the 
further  retirement  and  cancellation  of  greenbacks,  but  $87,000,- 
000  of  this  sum  are  in  the  treasury,  $48,000,000  being  held 
against  currency  certificates,  and  the  balance  as  so  much  cash 
liable  to  reissue  whenever  appropriations  cannot  be  supplied 
from  other  moneys.  The  total  amount  of  greenbacks,  treasury 
notes  of  1890,  and  silver  outstanding  on  the  ist  November, 
1897,  was  $908,708,088,  of  which  $847,000,000  were  in  the 
hands  of  the  public  and  $61,000,000  in  the  treasury  but  liable 
to  reissue. 

The  item  of  national  bank  notes  is  not  so  considerable, 
although  this  paper  is  receivable  at  par  in  payments  to  and  from 
the  United  States,  except  for  duties  on  imports  and  interest  on 
the  public  debt ; receivable  at  par  also  in  discharge  of  any  debts 
to  any  national  banking  association ; and  redeemable  at  the 
treasury.  National  banks  have  found  better  uses  for  their 
capital  than  investment  in  United  States  bonds,  costing  high 
premiums  and  bearing  low  interest,  in  order  that  they  may 
enjoy  the  privilege  of  issuing  circulating  notes  up  to  90  per  cent, 
of  the  par  value  of  the  bonds  deposited.  Only  $230,000,000  of 
these  bond-secured  bank  notes  are  outstanding,  and  of  this 
amount  the  treasury  holds  $5,000,000. 


Ill 

The  defects  of  the  currency  system  thus  outlined  are 
described  as : 

“ I.  The  vast  amount  of  Government  credit  currency  with- 
out a certain  and  adequate  provision  for  its  redemption,  and  the 
consequent  diminution  of  public  confidence  in  the  continued 
maintenance  of  the  gold  standard. 

“ 2.  The  continuance  in  circulation  of  Government  promises 


REPORT  OF  THE  MONETARY  COMMISSION  299 

to  pay,  which,  when  made  a legal  tender,  constitute  a forced 
loan,  which  are  secured  only  by  such  resources  as  the  exercise 
of  the  taxing  power  can  render  available,  and  which  are  payable 
only  at  the  will  of  the  debtor. 

“ 3.  The  failure  to  provide  the  means  for  a gradual  and 
sufficient  increase  of  the  volume  of  the  currency  to  meet  the 
needs  of  an  increasing  population  and  an  enlarging  commerce. 

“ 4.  The  want  of  a natural  outflow  and  inflow  of  the  currency 
when  and  as,  and  only  when  and  as,  the  agricultural,  manu- 
facturing and  commercial  interests  of  the  country  require,  at  a 
given  time,  either  a greater  or  a less  quantity  of  currency  in 
circulation. 

“ 5.  The  failure  to  secure  such  a distribution  of  the  loanable 
capital  of  the  country  as  will  tend  to  equalize  the  rates  of  interest 
in  all  its  parts. 

“ 6.  The  confusion  of  the  fiscal  functions  of  the  treasury  as 
the  receiver  of  the  public  revenue  and  the  disburser  thereof 
under  congressional  appropriations  with  its  issue  and  redemp- 
tion functions  in  exchanging  and  redeeming  the  currency. 

“ 7.  The  circulation  of  different  forms  of  Government  cur- 
rency having  different  qualities  as  to  legal  tender  and  receiva- 
bility  for  Government  dues. 

“ 8.  The  circulation  of  silver  dollars  of  full  legal-tender 
quality  whose  nominal  value  as  coins  so  largely  exceeds  their 
value  as  bullion,  that  they  offer  tempting  inducements  to  success- 
ful counterfeiting. 

“ 9.  The  circulation  of  a national  bank  currency  based  upon 
Government  bonds,  presupposing  a continuing  issue  of  those 
bonds,  diminishing  the  loanable  funds  of  the  banks,  and,  by 
reason  of  their  bond  basis,  incapable  of  increasing  in  volume 
with  a temporary  demand  for  more  currency,  and  of  decreasing 
with  the  cessation  of  that  demand.” 

The  first,  second,  seventh  and  eighth  counts  of  this  indict- 
ment, i.e.,  those  directed  against  the  Government’s  issues,  will 
probably  be  approved  much  as  they  stand  by  everyone  who 
sympathizes  with  the  general  purposes  of  the  Indianapolis 
movement.  Neither  is  the  criticism  in  the  sixth  count  calculated 
to  provoke  objections  from  persons  who  understand  the  effects 
of  the  present  organization  of  the  treasury  department.  For  the 
confusion  of  fiscal  functions  with  those  of  issue  and  redemption 
has  made  public  confidence  in  the  convertibility  of  the  paper 
currency  too  dependent  upon  the  preservation  of  equilibrium  in 
the  budget.  Through  its  obligation  to  redeem  greenbacks  the 
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treasury  has  become  the  chief  source  of  the  supply  of  ^old  coin 
and  bullion ; it  has  become  responsible  not  only  for  the  safe 
keeping  but  also  the  maintenance  of  the  country  s principal 
reserve  of  gold.  And  yet  that  reserve  consists  merely  of  the 
treasury’s  balance  of  free  gold.  It  may  be  reduced  below  the 
danger  point,  now  commonly  placed  at  $100,000,000,  by  expen- 
ditures in  excess  of  revenue,  or  by  withdrawals  of  gold  for  export 
purposes.  More  or  less  distrust  of  all  classes  of  Government 
demand  paper  arises  whenever  such  a reduction  occurs  , if  it 
happens  during  a financial  stringency,  the  popular  apprehen- 
sion, whether  well  founded  or  not,  is  sure  to  be  greatly 
increased. 

In  like  manner,  the  lack  of  proper  elasticity  urged  against 
the  currenc}^  system  as  a whole  in  the  third  and  fourth  charges, 
and,  in  connection  with  other  recognized  defects,  against  the 
national  bank  issue  in  the  ninth  charge,  being  a patent  fact,  will 
hardly  afford  ground  for  dispute.  But  the  analysis  of  elasticity 
pursued  in  the  third  and  fourth  charges  was  hardly  neces- 
sary. To  be  sure,  there  are  two  wave-like  movements, 
two  varieties  of  regular  fluctuation,  in  the  economic  activ- 
ity of  communities  largely  engaged  in  agriculture  and  extractive 
industry.  One  of  these,  completed  within  the  year,  is  due  to  the 
influence  of  the  seasons ; the  other,  extending  over  a longer  period, 
has  been  variously  described  as  the  cause,  concomitant  and  effect 
of  “ good  times  ” and  “ hard  times.”  In  progressive  communi- 
ties, without  doubt,  the  crest  of  each  longer  wave  rises  higher 
than  the  one  just  before  it,  just  as  the  waters  of  a swelling  stream 
come  further  up  the  banks  each  day  the  flow  increases.  Without 
doubt  also,  these  movements  ought  to  be  reflected  in  the  amount 
of  currency  in  circulation.  But  if  the  volume  of  a currency 
varies  in  accordance  with  the  annual  fluctuations  in  the  demand 
of  commerce,,  agriculture  and  manufacture,  for  media  of 
exchange,  it  will  also  expand  to  supply  the  needs  of  an  “ increas- 
ing population  and  enlarging  trade,”  and  contract  as  the  demand 
for  circulation  is  lessened  by  depression.  Automatic  increase  or 
diminution  of  its  volume  in  adjustment  to  the  activity  of  business 
is  the  very  essence  of  elasticity  in  a currency.  It  matters  not 
whether  the  ups  and  downs  of  trade  are  rapid  and  frequent  or 
gradual  and  prolonged.  Susceptibility  to  slowly  working  iufluen- 
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ces  is  merely  a consequence,  or  rather  an  incident,  of  adjustability 
to  quicker  fluctuations.  One  may  not  presume  ignorance  of  this 
fact  on  the  part  of  the  commission,  so  the  dubious  distinction  in 
the  third  and  fourth  counts  should  be  regarded  merely  as  a 
device  of  exposition.  It  must  be  remembered  that  the  report  is 
intended  for  a wide  circle  of  readers,  with  many  of  whom  popular 
statement,  pleasantly  flavored  to  suit  long-cherished  prejudices, 
is  sometimes  more  effective  than  precise  and  logical  argument. 


The  second  group  of  recommendations  brought  forward  by 
the  commission  relates  to  the  silver  currency  and  the  demand 
obligations  of  the  Government. 

Realizing  that  the  people  of  the  United  States,  by  reason  of 
the  enormous  amount  of  silver  coined  into  dollars  between  1879 
and  1893,  subsidiary  coinage  and  the  treasury’s  holdings  of 
silver  bullion,  have  invested  heavily  in  that  metal,  they  propose 
to  keep  the  present  stock  of  silver  in  active  circulation.  Realizing, 
further,  that  this  can  be  effected  only  by  promoting,  in  every 
possible  way,  the  use  of  silver  certificates  in  place  of  the  clumsy 
dollars,  they  propose  that  the  currency  of  all  denominations 
below  $10  shall  be  silver  coin  or  silver  certificates  for  equal 
amounts  of  silver  dollars  held  in  the  treasury,  supplemented  by 
gold  coins  of  the  denominations  of  $2.50  and  $5.  Such  an 
arrangement  could  easily  be  perfected  within  the  term  of  five  to 
ten  years,  which  the  commission  propose  for  the  completion  of 
their  reforms.  The  present  circulation  of  notes  for  $5,  or  less,  is 
about  $354,000,000.  $199,000,000  of  these,  being  treasury  notes 
or  greenbacks,  would  be  changed  into  higher  denominations  and 
eventually  retired  to  make  way  for  the  like  quantity  of  silver 
certificates  for  $1,  $2  and  $5,  into  which  it  is  intended  to  con- 
vert paper  of  this  sort  now  outstanding  in  higher  denominations. 
The  commission  believe  that  the  trade  of  the  country  will  easily 
absorb  these  four  hundred  and  odd  millions  of  silver  and  its 
representatives,  and  prevent  any  considerable  quantity  of  such 
“ large  change  ” from  coming  in  for  redemption.  The  Govern- 
ment, nevertheless,  has  received  face  value  for  every  coin  or  cer- 
tificate issued,  and  in  spite  of  their  market  value  as  bullion,  the 
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silver  coins  ought  to  be  exchangeable  for  gold  at  their  nominal 
value.  The  nature  of  the  reserve  to  be  provided  for  such 
exchange  will  appear  further  on. 

The  demand  obligations  of  the  Government,  properly  so 
called,  consist  of  United  States  notes  and  the  treasury  notes  of 
1890.  The  greenbacks  must  be  redeemed  in  gold  on  demand, 
because  the  law  so  commands,  and  the  treasury  notes,  although 
they  are  nominally  redeemable  in  gold  or  silver  coin  at  the  discre- 
tion of  the  secretary  of  the  treasury,  because  the  Government  has 
pledged  itself  “ to  maintain  the  two  metals  on  a parity  with  each 
other  upon  the  present  legal  ratio,”  and  would  repudiate  this 
promise  by  offering  silver  alone  when  the  holder  of  the  notes 
asks  for  gold. 

With  respect  to  these  issues,  the  commission  propose 
immediately  to  reform  the  traditional  methods  of  redemption, 
and  eventually  to  retire  both  sorts  of  paper.  Reasons  for  the 
change  are  adduced  from  the  commercial,  financial,  monetary 
and  political  points  of  view.  But  as  a summary  of  their  argu- 
ment, or  arraignment,  though  in  the  most  condensed  form, 
would  require  much  space  and  involve  some  repetition,  it  seems 
better  to  proceed  forthwith  to  the  particulars  of  their  plan. 
Briefly  stated  they  are  : 

1.  The  separation  of  the  note-issuing  and  redeeming  opera- 
tions of  the  treasury  from  its  ordinary  fiscal  operations  by  the 
creation  of  a division  of  issue  and  redemption,  and  the  transfer 
to  it  of  the  gold  reserve  and  other  resources  held  against  obliga- 
tions ; the  Government  notes  to  be  paid  in  gold  coin  on  demand 
through  that  division.  This  division,  it  should  be  noted,  is  also 
to  be  charged  with  all  business  relating  to  the  exchange  of  coins, 
and  that  relating  to  the  national  banks.  It  is  further  to  be 
entrusted  with  the  gold.  United  States  notes,  and  silver  dollars 
and  bullion  now  held  against  gold,  currency  and  silver  certificates 
and  treasury  notes  of  1890  respectively.  Its  accounts  are  to  be 
kept  distinct-  from  the  fiscal  accounts  of  the  treasury;  the 
accounts  relating  to  national  banks  distinct  from  all  other 
accounts. 

2.  The  reserve  transferred  to  this  division  shall  consist  of 
gold  coin  and  bullion  equal  in  value  to  25  per  cent,  of  the  out- 
standing greenbacks  and  treasury  notes,  and  of  a further  sum  of 
gold  equal  to  5 per  cent,  of  the  total  coinage  of  silver  dollars. 
The  secretary  of  the  treasury  shall  be  in  duty  bound  to  keep  the 
gold  reserve  at  the  point  necessary  to  secure  prompt  redemption 
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of  all  notes  and  silver  dollars  presented  and  to  preserve  public 
confidence.  The  funds  for  this  purpose  will  be  obtained  by 
transfer  of  surplus  revenue  from  the  fiscal  division  if  possible. 
But  the  secretary  of  the  treasury  will  also  be  authorized,  at  his 
discretion,  to  sell  silver  bullion  for  gold,  and  to  borrow  lawful 
money  whenever  he  thinks  it  necessary  ; 

(а)  to  augment  the  reserve  in  this  division,  on  3 per  cent, 
gold  bonds,  redeemable  after  one  year  and  payable  in  twenty 
years ; 

(б)  to  supply  temporary  deficiencies  in  the  fiscal  department, 
on  certificates  of  indebtedness  bearing  interest  at  not  more  than 
3 per  cent.,  payable  to  bearer  in  from  one  to  five  years  after 
date,  to  be  issued  in  denominations  of  $50  and  multiples  of  $50 
at  the  treasury  department,  the  sub-treasuries,  and  United 
States  depositories,  and  at  selected  post-offices  ; 

(c)  or,  whichever  the  object  in  view,  on  inscription  on  the 
books  of  the  treasury,  transferable  at  the  will  of  the  creditor  and 
payable  on  the  agreed  date  of  maturity.  But  no  higher  rate  of 
interest  than  3 per  cent,  may  be  paid,  and  none  whatever  on 
inscriptions  reduced  by  withdrawals  to  less  than  $5®* 

By  the  first  of  these  innovations  the  treasury  will  be 
enabled  to  liquidate  its  silver  assets  at  favourable  turns  of  the 
bullion  market ; the  second  will  provide  the  possibility  of  keep- 
ing the  gold  reserve  at  the  proper  height,  independently,  in  great 
measure,  of  budgetary  vicissitudes  ; the  third  will  make  ;t  easier 
and  cheaper  to  increase  and  to  retire  the  Government’s  floating 
debt ; and  the  fourth  change,  including  as  it  does  provision  for 
the  acceptance  of  small  sums  at  every  money-order  office  for  trans- 
mission to  W^ashington  and  inscription  on  the  books  of  the  trea- 
sury free  of  cost  to  theperson  so  credited,  ought  to  attract  would-be 
investors  in  the  public  debt  who  lack  facilities  for  keeping  bonds, 
and  will  doubtless  “ make  it  possible  to  place  Government  loans 
by  a real  popular  subscription.”  Indeed,  all  these  methods  of 
borrowing  are  in  the  direction  of  what  the  French  have  called 
the  “ democratization  of  the  national  debt.” 

3.  Notes  to  the  amount  of  $50,000,000  to  be  cancelled  as 
paid,  cancellation  thereafter  not  to  exceed  the  increase  of  bank 
notes.  After  five  years  the  notes  paid  to  be  retired  at  a rate  not 
exceeding  twenty  per  cent,  per  annum  of  the  amount  then  out- 
standing ; at  the  end  of  ten  years  the  legal-tender  quality  of  the 
notes  then  outstanding  to  cease. 

4.  No  note,  once  paid,  to  be  reissued  otherwise  than  in 
exchange  for  gold,  except  that,  in  case  of  an  excessive  accumu- 
lation of  redeemed  and  uncancelled  notes  in  the  Division  of 
Issue  and  Redemption,  the  Secretary  of  the  Treasury  may  use 
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them  in  the  purchase  of  United  States  bonds  for  the  benefit  of 
the  Division  of  Issue  and  Redemption  ; such  bonds  to  be  held 
in  that  division  and  sold  for  the  benefit  of  the  redemption  fund 
when  directed  by  the  Secretary  of  the  Treasury. 

The  practical  effect  of  the  third  provision  would  be  the  im- 
mediate cancellation  of  the  first  $50,000,000,  provided  the 
appropriations  made  in  the  intervening  sessions  of  Congress  do 
not  greatly  reduce  the  Treasury’s  present  holdings  of  greenbacks 
and  treasury  notes.  In  the  lack  of  express  statement,  it  is  diffi- 
cult to  suggest  the  reasons  for  restricting  subsequent  cancella- 
tions, unless  we  suppose  that  to  the  desire  of  preventing  extra- 
ordinary pressure  upon  the  reserve  within  any  particular  term, 
there  was  joined  a fear  lest  undue  contraction  might  otherwise 
occur  from  time  to  time  during  the  period  of  transition.  The 
greater  weight  probably  attached  to  the  latter  consideration. 
At  any  rate,  the  possibility  of  contraction  is  unmistakably  sug- 
gested in  the  fourth  provision,  and  in  the  commission’s  expla- 
nation of  that  paragraph  it  is  mentioned  in  as  many  words. 

V 

The  American  banking  system,  it  is  hardly  necessary  to 
say,  is  made  up  of  numerous  and  comparatively  small  local 
banks.  Each  is  confined,  by  law  in  most  cases,  by  preference 
in  a few,  to  a single  locality  and  a single  office  as  the  scene  of 
its  operations.  Each  bank,  furthermore,  is  dependent  upon  the 
neighborhood  in  which  it  works  for  all  save  an  inconsiderable 
fraction  not  only  of  its  loan  and  discount  business,  but  also  of  the 
capital,  deposits  and  other  funds  from  which  it  meets  the  local 
demand  for  credit.  And  finally,  the  privileges  of  issue  accorded 
State  banks  are  rendered  nugatory  by  the  federal  tax  of  10  per 
cent,  upon  their  notes,  while  no  national  bank  is  permitted  to 
issue  notes  otherwise  than  against  the  special  security  of  United 
States  bonds,  and  then  only  to  90  per  cent,  of  the  par  value  of 
the  bonds  deposited  with  the  Government. 

So  far  as  the  safety  of  the  circulation  thus  permitted  is  con- 
cerned, the  results  have  been  satisfactory.  No  holder  of  a 
national  bank  note  has  ever  lost  a cent  by  it.  Whatever  the 
losses  suffered  by  shareholders  and  depositors  in  the  past,  their 
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interests  are  at  present  carefully  guarded  in  most  respects  by 
the  punitive  legislation  against  malfeasance  by  bank  officials 
and  employees,  and  by  explicit  definition  of  the  business  in  which 
the  banks  may  engage.  But  the  circulation  of  national  bank 
notes  has  decreased,  while  the  banks  themselves  have  increased 
both  in  numbers  and  capital.  The  growth  of  the  system  more- 
over has  not  been  so  general  and  systematic  as  to  bring  the 
American  organization  of  credit  to  the  highest  standard  of 
efficiency.  The  different  loan  markets  of  the  country  show 
vast  differences  with  respect  to  the  relative  abundance  of  loan- 
able capital  at  their  disposal,  and  as  a consequence,  wide  inequal- 
ities in  their  usual  rates  of  discount.  But  the  criticism  offered 
by  the  commission  in  this  part  of  the  report  applies  particularly 
to  the  note  circulation.  That  is  open  to  grave  objections : 

I.  It  presupposes  a continuing  issue  of  government  bonds, 
when  it  ought  to  be  the  national  policy  to  steadily  reduce  and 
ultimately  extinguish  the  debt  of  the  United  States. 

“ 2.  The  investment  in  bonds  diminishes  the  funds  of  the 
bank  available  for  loans  to  its  customers. 

“ 3.  Such  a currency  does  not  increase  in  volume  with  a tem- 
porary demand  for  more  currency,  nor  decrease  with  the  cessa- 
tion of  the  demand.” 

In  seeking  to  do  away  with  these  objectionable  features,  it 
is  proposed,  in  the  first  place,  to  retain  the  general  principle  of  a 
uniform  national  system.  But  the  supervision  and  inspection  of 
banks  working  under  federal  statutes  are  to  be  improved  by 
providing  for  more  frequent  and  thorough  examinations,  the  pay- 
ment of  fixed  salaries  to  bank  examiners  instead  of  fees,  the  rota- 
tion of  examiners  in  the  inspection  of  individual  banks,  for  public 
reports,  regular  or  special,  at  the  call  of  the  comptroller  of  the 
currency,  and  for  making  it  penal  for  any  bank  to  lend  money  or 
grant  a gratuity  to  an  examiner  of  banks,  and  penal  for  the 
examiner  to  receive  it. 

The  second  suggestion  is  that  the  note  issues  be  based  upon 
“ those  readily  convertible  assets  which  represent  the  exchange- 
able wealth  of  the  country  in  its  natural  products  and  manu- 
factured goods.”  This  means,  of  course,  that  circulation  is  to 
be  secured  by  the  general  credit  of  the  issuing  banks  instead  of 
by  special  deposits  of  bonds,  and  constitutes,  perhaps,  the  most 
important  feature  of  the  entire  scheme. 
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Following  are  the  regulations  under  which  the  new  right  of 
issue  is  to  be  exercised  : 

(a)  A bank’s  circulation  shall  not  exceed  the  amount  of  its 
paid-up  and  unimpaired  capital,  exclusive  of  the  portion  thereof 
invested  in  real  estate ; notes  shall  be  of  a uniform  design  and 
quality  and  shall  be  made  a prior  lien  as  well  upon  all  the  assets 
of  the  issuing  bank,  as  upon  the  personal  liability  of  shareholders; 
no  notes  for  less  than  $10  shall  be  issued. 

(&)  Up  to  an  amount  equal  to  25  per  cent,  of  its  capital  a 
bank  may  not  issue  notes  in  excess  of  the  bonds  it  has  on  deposit 
with  the  treasurer  of  the  United  States,  the  value  of  these  secu- 
rities to  be  determined  annually  on  a three  per  cent,  basis  by 
the  secretary  of  the  treasury  ; circulation  in  excess  of  25  per 
cent,  of  a bank’s  capital  may  be  issued  without  further  deposit  of 
bonds  ; beginning  five  years  after  the  measure  becomes  law,  the 
deposit  of  bonds  required  is  each  year  to  be  reduced  by  one-fifth 
of  the  25  per  cent,  of  a bank’s  capital. 

[c)  Upon  notes  outstanding  in  excess  of  60  per  cent,  and 
not  over  80  per  cent,  of  its  capital,  a tax  of  2 per  cent,  per  annum, 
upon  circulation  in  excess  of  80  per  cent,  of  its  capital,  one  of  6 
per  cent,  per  annum,  shall  be  payable  by  the  issuing  bank. 
(From  the  draft  of  bill  which  accompanied  the  reviewer’s 
copy  of  the  report,  it  appears  that  notes  of  a national  bank  shall 
be  deemed  and  held  to  be  outstanding  whenever  the  comptroller 
of  the  currency  shall  have  supplied  them  to  the  issuing  bank  in 
blank,  and  shall  not  have  been  returned  to  the  comptroller  for 
cancellation  or  covered  by  an  equal  amount  of  money  deposited 
with  the  treasurer  of  the  United  States).  In  order  to  meet  the 
expenses  of  the  treasury  in  connection  with  the  national  banking 
system,  a tax  of  ^ per  cent,  per  annum  upon  its  franchises,  as 
measured  by  the  amount  of  its  capital  stock,  surplus,  and  undi- 
vided profits,  shall  be  imposed  upon  each  bank,  in  place  of  the 
present  tax  of  i per  cent,  per  annum  upon  circulation. 

(d)  A common  guaranty  fund,  equal  to  five  per  cent,  of  the 
total  circulation  of  bank  notes,  shall  be  formed  and  held  in  the 
division  of  issue  and  redemption  in  order  to  insure  prompt 
payment  of  -the  notes  of  any  defaulting  bank.  Towards  this 
purpose,  national  banks  shall  be  required  to  pay  to  the  treasurer 
a sum  of  gold  equal  to  five  per  cent,  of  the  notes  called  for,  before 
any  of  the  notes  contemplated  in  the  plan  will  be  issued  to 
them  by  the  comptroller  of  the  currency.  On  the  failure  of  any 
bank  to  redeem  its  notes,  they  shall  be  paid  from  the  guaranty 
fund  and  proceedings  taken  to  collect  from  the  assets  of  the  bank, 
or  from  the  stockholders  if  necessary,  the  amount  already  ex- 
pended in  behalf  of  that  bank,  and  a further  sum  to  cover  its 
notes  still  outstanding.  In  case  the  guaranty  fund  is  reduced  by 
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any  operation  to  an  amount  less  than  5 per  cent,  of  the  total 
circulation,  solvent  banks  shall  be  assessed  for  contributions  in 
proportion  to  their  notes  outstanding,  sufficient  to  make  the 
impairment  good.  Upon  depositing  lawful  money  with  the 
treasurer  of  the  United  States,  or  returning  its  notes  for  cancel- 
lation, a bank  shall  be  entitled  to  the  return  of  a corresponding 
portion  of  its  unimpaired  contribution  to  the  guaranty  furid. 
Proceeds  of  the  circulation  tax  and  interest  accruing  from  in- 
vestment of  any  part  of  the  guaranty  fund  are  to  be  held  in  the 
division  of  issue  and  redemption  as  a supplementary  fund,  to  be 
used  only  when  the  guaranty  fund  becomes  inadequate  to  bank 
note  redemption,  and  not  to  be  taken  into  account  in  calculating 
assessments  for  the  replenishment  of  the  fund  or  in  repayment 
of  contributions  thereto. 

U\  The  shareholders  shall  be  jointly  and  severally  liable  for 
the  debts  of  a failed  bank,  each  to  an  amount  equal  to  the  par 
value  of  his  shares,  and  not  ratably  one  with  another,  in  case  the 
assets  of  the  bank  are  insufficient  to  discharge  its  obligations.^ 

( f\  The  present  system  of  national  bank  note  redemption 
shall  be  continued,  with  a constantly  maintained  redemption 
fund  of  5 per  cent,  in  gold  coin,  and  with  power  conferred  on 
the  comptroller  of  the  currency,  with  the  approval  of  the  secre- 
tary of  the  treasury,  to  establish  additional  redemphon  agencies 
at  any  or  all  of  the  sub-treasuries  of  the  United  States,  as  he 
may  ^termine.  The  new  notes  shall  also  be  receivable  at  par 
in  payment  of  debts  to  the  national  banks  and  of  dues  to  the 
United  States,  except  duties  on  imports. 

(p)  Reserves  of  lawful  money  equal  to  25  per  cent,  and  15 
per  cent,  respectively  of  their  deposits  shall  be  kept  by  the  two 
classes  of  banks  now  authorized  by  law.  Neither  its  own  no  es 
nor  its  contributions  to  the  bank  note  guaranty  and  redemption 
funds  shall  be  counted  by  any  bank  as  a part  of  its  reserve  or 

cash  assets. 

As  the  third  group  in  the  series  of  bank  reforms  it  is  pro- 
posed that  the  organization  of  national  banks  with  a minimum 
capital  stock  of  $25,000  be  permitted  in  places  of  four  thousand 
population  or  less,  and  that  provision  be  made  whereby  branch 
banks  may  be  established  with  the  consent  of  the  comptroller 
of  the  currency  and  approval  of  the  secretary  of  tlie  treasury. 

And,  finally,  the  commission  have  provided  that,  two-thirds 
of  their  stockholders  consenting  in  writing,  national  banks  may 
accept  the  new  legislation  within  one  year  from  the  date  of  its 
enactment  into  law,  while  national  banks  which  do  not,  within 
the  year,  accept  the  privileges  and  undertake  the  liabilities  thus 
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conceded  and  created,  shall  be  dissolved,  saving  the  remedy  for 
liabilities  and  penalties  previously  incurred.  State  banks  fulfill- 
ing the  conditions  of  the  Act,  may  become  national  banks  under 
the  same  name  and  with  the  same  officials  they  formerly  had. 

The  suggestions  with  respect  to  an  improved  supervision 
are  probably  due  as  much  to  the  lessons  of  experience  as  to  the 
purpose  of  meeting  the  altered  conditions  which  adoption  of  the 
plan  may  be  expected  to  bring  about.  So  too,  the  change  with 
respect  to  the  additional  liability  of  shareholders  can  be  ex- 
plained by  difficulties  which  have  arisen  under  existing  laws.* 
The  proposed  amendment  will  make  it  possible  to  collect  the 
full  amount  of  his  “ double  ” liability  from  every  solvent  share- 
holder, regardless  of  what  may  be  obtained  from  others.  Con- 
cerning the  new  franchise  tax,  the  commission  remark  that  “ the 
issue  of  circulating  notes  is  only  one  form  in  which  a bank  ex- 
presses its  demand  liability.”  In  October,  1897,  the  country 
banks  were  responsible  for  more  than  72  per  cent,  of  all  notes 
issued,  while  the  banks  in  the  reserve  cities  had  issued  less  than 
19  per  cent.,  and  those  in  the  central  reserve  cities.  New  York, 
Chicago  and  St.  Louis,  about  9^  per  cent.  “ Surplus  and  un- 
divided profits  and  capital  show  the  profits  and  property  of  banks, 
and  these  are  certainly  more  legitimate  objects  of  taxation  than 
the  mere  instruments  which  banks  may  be  called  upon  by  their 
customers  to  issue  to  serve  chiefly  the  convenience  of  those 
customers.  This  tax  makes  as  equitable  an  apportionment  of 
the  expenses  of  the  system  as  can  be  devised.” 

VI 

In  the  main,  however,  the  argument  by  which  the  commis- 
sion support  their  banking  scheme  may  be  more  fitly  termed 
brief  and  scanty  than  full  and  exhaustive.  Possibly  the  useful- 
ness of  these  reforms  seemed  so  obvious  that  justification  was 


‘ According  to  the  courts  : 

The  amount  contributed  by  each  shareholder  should  bear  the  same 
proportion  to  the  whole  amount  ot  the  deficit  as  his  own  stock  bears  to  the 
whole  amount  of  the  capital  stock  at  its  par  value.  And  the  solvent  share- 
holders can  not  be  made  to  contribute  more  than  their  proportion  to  make 
good  the  deficiency  caused  by  the  insolvency  of  other  shareholders.”  United 
States  V.  Knox,  102  U.S.,  422. 


thought  superfluous.  Or  it  may  be  that  an  examination  of  the 
probable  effect  of  the  proposed  legislation  was  postponed  to  the 
final  report  appearing  in  April.  Here,  at  any  rate,  there  is  no 
endeavour  to  answer  the  question  ; How  will  they  work  ? sug- 
gested by  the  measures  we  have  last  described.  This  reserve, 
moreover,  is  maintained  in  apparent  indifference  to  the 
probability  that  the  results  expected  from  the  other  features  of 
their  currency  system  will  not  be  obtained  unless  the  effects  of 
the  proposed  reforms  of  banking  are  exactly  those  intended. 
What  the  commission  hope  their  plan  will  accomplish,  so  far  as 
possible,  if  enacted  into  law,  is  summed  up  at  the  beginning  of 
the  report.  The  eight  items  in  their  list  will  be  indicated  with 
detail  sufficient  for  our  purpose  by  the  following  four  : 

1.  To  remove,  at  once  and  forever,  all  doubt  as  to  what  the 
standard  of  value  in  the  United  States  is,  and  is  to  be. 

2.  To  establish  the  credit  of  the  United  States  at  the  highest 
point  among  the  nations  of  the  world. 

3.  To  relieve  the  treasury  from  its  present  burden  of  keep- 
ing good  the  country’s  gold  reserve. 

4.  To  provide  an  elastic  currency. 

The  first  of  these  will  probably  be  enjoyed  for  so  long  a 
time  as  the  President  of  the  United  States  and  a majority  of 
Congress  are  unwilling  to  adopt  another  standard.  With  regard 
to  the  second,  however,  one  may  well  believe  that  the  hope  of 
raising  the  credit  of  the  country  to  this  pinnacle,  simply  by  the 
adoption  of  an  improved  currency  system,  if  not  coloured  by 
politics,  is  at  least  a trifle  too  sanguine.  Factors,  whose  un- 
favorable influence  upon  the  credit  of  the  United  States  is 
probably  greater  than  that  of  the  faulty  monetary  legislation, 
are  the  divided  management  of  the  budget  and  the  instability 
of  the  tariff  policy.  Until  these  have  been  eliminated  from  the 
situation,  it  seems  rather  unlikely  that  the  American  Govern- 
ment will  be  able  to  borrow  at  lower  rates  than  other  leading 
states. 

With  respect  to  the  third  end  in  view  it  must  be  remem- 
bered that  the  commission  intend  that  ten  years  will  pass  after 
the  enactment  of  the  plan,  before  the  reforms  are  complete. 
During  this  period  the  Government  will  be  charged  with  the 
redemption  and  retirement  of  the  $409,381,953  of  greenbacks. 
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treasury  notes  of  1890,  and  currency  certificates  outstanding  on 
the  ist  of  November,  1897.  Whether  these  charges  will  be  met 
out  of  surplus  revenue  or  by  floating  new  loans,  the  reviewer  ven- 
tures no  opinion,  for  speculation  upon  the  product  of  the  Dingley 
or  other  tariffs  is  as  unprofitable  in  these  pages  as  would  be  an 
attempt  to  forecast  congressional  appropriations  during  the  next 
five  sessions.  But  inasmuch  as  the  treasury  has  redeemed  only 
$507,000,000  of  United  States  notes  in  the  last  nineteen  years, 
and  only  $46,000,000  treasury  notes  in  the  last  seven  years,  the 
commission’s  project  seems  unlikely  much  to  lighten  the  trea- 
sury’s task  of  redemption  during  the  first  decade  of  its  opera- 
tion. 

The  prospect  of  subsequently  reaching  this  end  may  be 
considered  good  or  bad  according  to  the  great  or  slight  probability 
that  the  proposed  bank  note  currency  will  be  really  elastic.  Now 
elasticity  is  a quality  which  may  easily  be  defined  so  as  to  imply 
all  the  other  desiderata  in  a circulating  medium.  A currency 
is  elastic  when  the  adjustment  of  its  volume  to  the  varying  de- 
mands of  trade  for  instruments  of  exchange  is  automatic,  immedi- 
ate and  unfailing,  whether  we  consider  these  variations  from 
] the  standpoint  of  time  or  of  place.  The  elastic  currency  must 
therefore  be  ultimately  secure,  and  the  source  of  issue  easily 
accessible,  otherwise  doubts  as  to  its  value,  or  the  inconvenience 
of  procuring  it,  might  hinder  its  expansion  when  trade  becomes 
brisk ; it  must  also  be  convertible  without  trouble  and  without 
cost,  else  the  corresponding  contraction  when  trade  grows  dull 
might  be  delayed. 

If  the  new  circulation  is  not  elastic  in  this  sense  of  the  word, 
there  is  slight  probability  that  the  Treasury  will  be  afforded 
the  needed  relief.  After  the  retirement  of  greenbacks  and 
treasury  notes,  the  Government  will  still  be  exposed  to  calls  for 
gold  in  exchange'  for  silver  dollars.  That  the  demand  paper  of 
the  United  States  in  circulation  will  consist  exclusively  of  silver 
certificates,  exchangeable  only  for  silver  coin,  is  a point  of  minor 
importance.  At  most,  it  would  necessitate  but  a single  step  more 
in  the  process  of  redemption.  To  change  certificates  for  dollars, 
and  dollars  for  gold,  is  almost  as  simple  as  changing  certificates 
forthwith  for  gold.  Should  it  be  cheaper,  easier  and  more  ex- 
peditious to  obtain  gold  in  this  way  than  to  procure  redemption 
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of  bank  notes,  the  duty  of  supplying  gold  for  export  will  still 
rest  upon  the  treasury,  and  not  where  it  ought  to  lie,  upon  the 
banks. 

Is  it  true,  then,  that  the  commission  have  devised  an  elastic 
currency  ? Whatever  the  security  of  the  circulation,  and  there 
seems  to  be  little  reason  for  doubting  it,  whatever  the  ingenuity 
and  excellence  of  the  other  features  of  their  system,  the  theoreti- 
cal approval  or  rejection  of  their  Indianapolis  project  must  be 
decided,  in  the  last  instance,  by  the  probabilities  in  this  single 
regard.  But  the  prospect  of  prompt  legislative  action  upon 
this  or  other  currency  plans  is  so  slight  as  to  make  the  venture 
of  a positive  answer  to  the  question  unnecessary  at  this  juncture, 
if  not  ill  advised.  It  will  suffice  to  examine  the  forces  working 
for  expansion  and  contraction,  and  the  facilities  provided  for 
redemption. 

Persons  inclined  to  doubt,  in  general,  the  capacity  of  the 
new  currency  for  expansion  adequate  to  the  country’s  business 
needs,  could  justify  their  misgivings  by  no  less  an  authority  than 
ten  out  of  the  eleven  members  of  the  commission  itself.  To  be 
sure,  two  of  their  references  to  the  possibility  of  undue  contrac- 
tion will  scarcely  challenge  criticism  except  from  those  who 
insist  upon  rather  a formal  logic  or  oppose  efforts  whatso- 
ever to  placate  the  friends  of  cheap  money.  In  the  third  pas- 
sage, however,  the  commission  have  deliberately  proposed  a 
deus  ex  machind,  in  the  person  of  the  secretary  of  the  treasury, 
endowed  with  discretionary  powers  “ to  prevent  any  injurious 
contraction.”  They  intend,  in  fact,  that  this  minister  shall  be 
authorized  to  reissue  accumulations  of  redeemed  greenbacks 
and  treasury  notes  in  excess  of  what  may  be  lawfully  cancelled, 
by  using  them  in  the  purchase  of  United  States  bonds,  to  be  held 
in  the  division  of  issue  and  redemption,  and  sold  again  at  the 
secretary’s  discretion,  for  the  benefit  of  the  Government’s 
redemption  fund.  The  commission  are  at  no  pains  to  reconcile 
the  manifest  inconsistency  of  this  safeguard  for  the  transition 
period  with  their  claim  of  elasticity  for  the  proposed  bank 
issues,  in  spite  of  the  likelihood  that  such  a circulation  will 
never  be  elastic  if  it  is  not  so  during  the  first  ten  years  of 
its  emission.  Nor  do  they  attempt  otherwise  to  justify  the 
somewhat  questionable  policy  of  investing  a single  official 
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with  the  power  arbitrarily  to  expand  or  contract  the  country’s 
circulating  medium.  The  commission  seem  to  have  been 
quite  indifferent  to  these  consequences  of  the  provision.  At  any 
rate,  Professor  Laughlin,  whose  admirable  criticism  appears 
below, ^ was  the  only  member  to  point  them  out. 

Viewed  as  a question  of  detail,  on  the  other  hand,  the  prob- 
ability that  the  bank  note  currency  will  expand  when  expansion 
is  needed,  depends  in  part  upon  the  willingness  of  banks  now  in 
the  national  system,  or  intending  to  enter  it,  to  accept  the  new 
rights  and  incur  the  new  liabilities  for  which  the  plan  provides. 
Assuming  that  the  volume  of  credit  currency  now  outstanding 
is  thought  not  excessive,  and  assuming  further,  in  the  absence  of 
a contrary  statement,  that  the  commission  do  not  contemplate  a 
considerable  increase  of  the  gold  circulation,  the  banks  will  be 
expected  to  have  issued  at  least  $409,000,000  notes  by  the  end  of 
the  first  ten  years  in  order  to  replace  the  Government  paper 
retired  and  cancelled.  If  the  plan  be  put  in  force  at  once,  if  the 
banks  during  the  next  decade  increase  in  numbers  and  capital 
as  they  have  increased  since  1888,  and  if  they  all  remain  in  the 
reformed  system,  they  could  provide  enough  substitutes  for 
greenbacks  and  treasury  notes,  without  incurring  the  tax 
on  circulation,  though  the  total  issues  would  be  within  a 
few  millions  of  the  60  per  cent,  limit. 

It  must  be  remembered,  however,  that  solvent  banks  will  be 
liable  for  contributions  to  the  Bank  Note  Guaranty  Fund,  if 
necessary,  up  to  the  amount  of  their  outstanding  circulation,  as 
often  and  as  soon  as  that  fund  becomes  impaired.  The  commission 
argue,  indeed,  that  the  assessment  necessary  to  make  up  the 
ascertained  deficiencies  of  the  year  1893,  the  most  disastrous  one 


^The  undersigned,  while  heartily  agreeing  in  general  to  the  above  plan, 
dissents  from  the  principle  involved  in  Section  14,  by  which  the  secretary  of 
the  treasury  is  empowered  to  reissue  United  States  notes  in  purchase  of  bonds. 
Believing  that  the  increase  of  the  circulation  should  not  be  left  to  the  decision 
of  Government  officials ; that  no  official  should  be  exposed  to  the  pressure 
which  would  thereby  be  created  ; that  the  issue  of  gold  in  redemption  of  the 
notes  would  prevent  contraction ; and  that  it  is  inconsistent  with  the  principles 
on  which  an  elastic  bank  currency  has  been  recommended,  because  notes 
should  not  be  issued  by  the  Government  in  an  emergency  when  bank  issues 
have  been  above  provided  for  exactly  such  an  occasion. 

J.  Laurence  Laughlin 
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since  the  establishment  of  the  national  system,  had  all  the  banks 
of  the  country  then  been  circulating  notes  up  to  80  per  cent,  of 
their  capital  stock,  would  have  been  only  a fraction  of  one  per 
cent.  But  the  analogy  is  drawn  from  experience  under  regula- 
tions different  from  those  here  in  question,  and  on  the  whole, 
more  difficult  of  evasion.  That  all  banks  now  in  the  national 
system  will  think  it  wise  to  incur  an  indefinite  and  possibly 
great  contingent  liability  of  this  character,  is  by  no  means  cer- 
tain. In  the  absence  of  any  limit  upon  the  amount  for  which 
they  may  be  assessed  within  the  year,  some  banks,  and  among 
them,  perhaps,  many  of  the  largest  and  strongest,  may  flatly 
refuse  the  tempting  but  equivocal  lure  of  valuable  circulating 
privileges,  and,  in  renouncing  altogether  the  powers  granted  by 
Congress,  arrange  to  continue  their  corporate  existence  under 
the  legislation  of  the  States. 

Banks  remaining  under  federal  control  would  then  be 
obliged,  in  many  cases,  to  increase  their  share  capital, 
either  by  converting  their  rests  into  stock  or  by  opening 
subscriptions  to  new  shares,  before  they  could  utilize  the 
larger  opportunity  to  issue  notes  and  help  in  providing 
adequate  expansion.  Unless  the  right  of  issue  should  prove 
very  valuable,  there  would  be  some  States  in  which  even  resort 
to  this  expedient  would  be  restricted  because  of  the  manner  in 
which  national  bank  shares  are  assessed  for  taxation.  Where 
par  value  is  taken  as  the  basis,  regardless  of  what  the  market 
value  may  be,  banks  must  aim  to  keep  nominal  capital  as  low 
as  possible  and  broaden  the  basis  of  their  business  when  they 
need  to,  by  increasing  the  items  of  surplus  and  undivided  profits. 

Whether  expansion  will  occur  where  it  is  needed,  is  another 
question,  involving  other  considerations.  Fulfilment  of  the 
commission’s  hopes  in  this  regard  appears  to  be  doubly  condi- 
tioned. There  will  needs  be  an  improvement  in  the  present 
distribution  of  banking  facilities  in  the  United  States,  in  point 
both  of  the  number  of  banking  offices  and  the  lending  power 
available  in  certain  sections.  The  change  can  be  accomplished, 
in  part,  by  the  opening  of  new  offices  in  neighborhoods  now 
provided  with  insufficient  facilities  or  none  whatever.  But  it 
also  involves  such  a readjustment  of  the  present  machinery  of 
credit  that  the  existing  inequalities  in  the  relative  abundance  of 
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loanable  capital  as  between  different  sections  may  be  reduced, 
and  the  extraordinary  differences  in  local  discount  rates,  conse- 
quent upon  these  inequalities,  may  disappear.  This  second 
phase  of  the  improvement  is  essential  because  people  of 
many  communities,  particularly  of  those  in  recently  settled  or 
rapidly  developing  districts,  have  practically  no  means  of  obtain- 
ing a needed  increase  in  their  circulating  media  except  by  anti- 
cipating returns  from  goods  in  process  of  production,  on  the 
way  to  market  or  awaiting  sale.  An  expansion  of  credit  must 
therefore  precede  an  expansion  of  the  currency.  Unless  the 
lending  power  capable  of  effecting  the  one  expansion  is  avail- 
able, the  other  cannot  be  enjoyed. 

The  commission  have  nowhere  explained  exactly  what 
methods  they  propose  for  securing  “ such  a distribution  of  the  loan- 
able capital  of  the  country  as  will  tend  to  equalize  the  rates  of 
interests  in  all  parts  thereof”  mentioned  in  their  instructions, 
although  the  relaxation  of  the  capital  requirements  for  banks  in 
small  towns  and  the  authorization  of  branch  banking,  are 
obviously  intended  for  this  purpose.  Their  document  would 
have  been  stronger  had  the  latter  change  been  accorded  atten- 
tion commensurate  with  its  importance,  for  there  is  no  more 
grievous  reproach  against  the  existing  system  than  the  defective 
distribution  of  the  funds  available  for  short-term  loans.  The 
other  proposal,  on  the  contrary,  appears  to  the  reviewer  to  be 
ill-advised.  Aside  from  the  doubtful  expediency  of  permitting 
banks  with  only  $25,000  capital  to  issue  notes  against  their  general 
assets  and  to  open  branches,  it  is  not  shown  that  such  banks  will 
be  able  to  relieve  the  dearth  of  capital  in  communities  of  less 
than  4,000  inhabitants.  What  persons  in  such  neighborhoods 
need  is  not  authority  to  lend  themselves  their  own  savings, 
but  the  chance  to  borrow  from  other  districts  better  off  in  point 
of  worldly  goods. 

The  proposal  to  permit  the  establishment  of  branch  banks 
is  much  the  more  pertinent  suggestion.  Through  these  agencies, 
communication,  better  than  any  previously  existing,  can  be 
established  between  business  communities  where  the  supply  of 
capital  is  abundant  and  the  rate  of  interest  low  and  those  where 
the  converse  of  these  conditions  is  the  rule.  A progressive 
equalization  of  discount  rates,  due  to  new  competition  in  locali- 
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ties  where  credit  is  now  expensive,  may  be  expected  if  banks 
make  use  of  the  right  to  open  branches,  and  any  necessary 
expansion  of  the  currency  will  probably  occur  more  closely 
to  the  point  at  which  the  need  arises  than  would  be 
possible  without  branch  banking.  For  a branch,  particularly 
of  a bank  with  offices  in  one  or  more  of  the  leading 
money  markets,  can  be  conducted  with  profit  where  an  indepen- 
dent local  bank,  with  its  more  elaborate  organization  and  its 
inability  to  command  cheap  capital,  might  easily  starve  to 
death.  It  is  almost  a cause  for  criticism,  then,  that  the  commis- 
sion have  made  the  increase  of  branches  conditional  upon  the 
consent  of  Government  officials.  But  if  the  power  is  to  be  so 
exercised  as  merely  to  restrain  excessive  spreading  out,  especi- 
ally by  small  and  weak  banks,  the  friends  of  sound  practice  will 
have  no  reason  to  complain.  A regulation  which  is  per- 
haps more  likely  to  hamper  the  proper  increase  of  branches,  is 
the  provision  that  notes  shall  be  deemed  outstanding  as  soon  as 
the  comptroller  of  the  currency  has  despatched  them  to  the  issu- 
ing banks.  Directly  its  circulation  approaches  6o  per  cent,  of 
its  capital,  a bank  will  lose  the  advantage  of  using  unissued  notes 
as  a costless  form  of  till-money,  especially  at  branches.  Notes 
in  excess  of  6o  per  cent,  of  its  capital  will  cost  a tax  of  2 per 
cent.,  in  excess  of  80  per  cent,  one  of  6 per  cent,  per  annum, 
though  they  lie  in  the  bank’s  own  vault.  It  is  conceivable  that 
this  provision  may  not  only  retard  the  growth  of  branch  banking, 
but  also  cause  the  discount  rate  in  certain  communities  to 
remain  on  a higher  level  than  it  otherwise  would. 

And  yet  the  privileges  of  circulation  and  of  conducting 
branches,  even  as  thus  restricted,  are  so  valuable,  that  the  pro- 
posed currency  will  probably  be  given  every  expansion  which 
the  commerce  of  the  country  may  require. 

But  will  the  contraction,  when  necessity  for  contraction 
arises,  be  equally  certain  and  sufficient  ? Provision  for  this 
assurance  is  usually  the  most  difficult  problem  confronting  the 
framers  of  bank  note  legislation,  and  the  one  whose  solution  is 
most  urgent.  As  a force  working  for  expansion,  the  self-interest 
of  the  banks  may  be  relied  upon  as  unremitting  and  strong, 
stronger  possibly  than  even  the  desire  of  the  public  to  obtain 
negotiable  credit.  But  have  the  commission  succeeded  in  so 
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harnessing  self-interest  to  their  system  that  it  will  also  pull  the 
other  way  ? Other  things  being  equal,  a bank  will  prefer  to 
pay  out  notes  of  its  own,  when  they  may  be  issued  against  its 
general  credit,  and  demand  redemption  upon  the  notes  of  other 
banks  which  may  come  into  its  possession.  Will  other  things 
be  equal  under  the  proposed  system  ? Assuredly  not,  unless, 
according  to  the  ruling  rate  of  interest  where  it  works,  the  bank 
can  avoid  incurring  the  taxes  of  6 or  2 per  cent,  imposed  on  issues 
in  excess  of  80  or  60  per  cent,  of  its  capital  stock.  Assuredly 
not  also,  if  redemption  is  a process  so  tedious  or  expensive  that 
the  gain  of  interest  on  circulation  of  its  own  notes  is  eaten  up 
before  the  money  on  notes  of  other  banks  comes  in.  The  one 
contingency  can  be  postponed,  to  be  sure,  if  banks  using  large 
amounts  of  currency  increase  their  capital  stocks,  but  the  other 
can  be  avoided  only  when  adequate  facilities  for  redemption  are 
at  hand. 

In  neighborhoods  where  banks  are  commonly  used,  a well 
ordered  process  of  redemption  falls  naturally  into  two  chief 
stages,  the  one  movement  being  that  of  the  notes  to  the  tills  of 
the  nearest  banks,  and  the  other,  that  of  the  notes  from  these 
tills  back  to  the  bank  whence  they  were  issued.  Elaborate 
legal  machinery  is  not  needed  to  insure  the  occurrence  of  the 
first  movement,  for  it  is  practically  complete  when  the  banking 
members  of  the  community  pay  the  greater  part  of  their  spare 
currency  into  the  local  banks,  for  the  purpose  either  of  making 
deposits  or  of  paying  their  debts.  In  aid  of  this  movement, 
therefore,  it  was  quite  enough  to  require,  in  retaining  the 
provision  of  the  statute  now  in  force,  that  every  national 
bank  shall  receive  at  par,  in  the  payment  of  debts  to  it, 
the  notes  of  any  other  national  bank.  Receivability  at  par  in 
payment  of  dues  to  the  United  States  is  hardly  essential,  though 
calculated  to  conciliate  popular  opinion  of  the  currency,  and 
facilitate,  in  some  cases,  its  circulation  without  discount  or 
question.  Like  those  touching  the  first,  the  provisions  bearing 
upon  the  second  movement  have  been  borrowed  from  the  existing 
legislation.  In  addition  to  the  redemption  obligatory  upon  them 
at  their  own  offices,  it  is  proposed  that  national  banks  shall 
maintain  with  the  Government  a gold  redemption  fund  con- 
stantly equal  to  five  per  cent,  of  their  circulation,  and  that  notes 
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of  national  banks,  whether  assorted  or  not,  shall  be  redeemed  in 
lawful  money  at  the  treasury  or  at  any  sub-treasuries  designated 
by  the  comptroller  of  the  currency  when  presented  in  sums  of 
$1,000  or  multiples  of  $i,ooo.  But  no  liability  for  such  redemp- 
tion shall  rest  upon  the  United  States  beyond  a proper  applica- 
tion of  the  Bank  Note  Guaranty  and  Redemption  Funds. 

The  point  whether  banks  will  be  able  to  pay  out  none  but 
their  own  notes,  if  it  is  to  their  advantage  so  to  do,  now  lapses 
into  minor  importance.  In  the  main,  it  is  a question  of 
their  qualifying  for  sufficient  circulating  powers.  But  that 
banks  will  find  it  worth  their  while  to  pay  out  only  their  own 
paper  in  business  with  the  public,  is  by  no  means  satisfactorily 
proved.  And  yet,  if  our  analysis  is  correct,  the  demonstration 
of  this  probability  ought  to  have  been  made  the  fundamental 
proposition  of  the  commission’s  whole  argument.  It  is  too  much 
to  expect  the  public  to  complete  both  stages ; unless  the  banks 
send  the  notes  back  to  their  source,  the  forces  working  for 
redemption  cannot  well  be  general,  constant  and  competitive ; 
without  insistent  redemption  of  currency,  there  can  be  no 
proper  contraction  ; without  contraction,  no  elasticity ; and 
without  elasticity  in  their  currency  system,  the  commission’s 
hopes  in  regard  to  other  features  of  their  scheme  are  most 
unlikely  of  fulfilment. 

Aside,  however,  from  a general  assurance  that  the  provision 
for  contraction  will  be  ample,  the  commission  vouchsafe  no 
forecast  of  what  may  be  the  practical  workings  of  the  mechanism 
for  redemption.  Nor  have  they  even  sought  to  force  a redemp- 
tion by  the  simple  expedient  of  forbidding  every  national  bank 
to  p3.y  out  the  notes  of  other  banks.  Under  such  a regulation, 
or  any  other  likely  to  have  the  same  effect,  we  might  look  for- 
ward to  a situation  in  which  each  section  or  district  would  be 
using  an  elastic  circulation  composed,  for  the  most  part,  of  the 
issues  of  banks  doing  business  in  that  neighbourhood.  Judging 
from  the  experience  of  Canada,  with  existing  arrangements,  the 
reviewer  is  inclined  to  think  that  the  bulk  of  the  notes  issued 
in  any  section  under  such  conditions,  would  be  redeemed  by 
way  of  offset  against  each  other  in  the  daily  or  weekly 
exchanges  of  the  local  banks.  Notes  of  remote  banks  would  be 
withdrawn  from  the  local  circulation  and  forwarded  to  the 
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nearest  place  of  redemption.  Paper  escaping  the  competitive 
action  of  the  local  banks  would  drift  steadily  and  rapidly  to- 
ward the  commercial  centre  of  the  section,  and  thence,  if  none 
were  on  the  spot,  to  the  nearest  redemption  agency.  The  con- 
stant vigilance  and  continued  preparation  necessitated  by  the 
unremitting  redemption  to  which  banks  are  exposed  under 
such  circumstances,  would  be  of  priceless  service  in  impelling 
them  to  keep  their  assets  liquid,  their  practice  sound,  and  their 
liabilities  within  the  lines  of  safety.  Whenever  the  call  for  cur- 
rency under  such  circumstances  falls  off,  contraction  of  the 
circulation  is  automatic  and  immediate,  because  the  demand  for 
redemption  is  prompt  and  persistent.  If  the  option  of  circulat- 
ing competitor’s  notes  or  claiming  their  payment  is  to  lie  with 
the  banks,  the  methods  of  redemption  must  also  be  cheap  for 
those  who  ask  it. 

Systematic  redemption  necessitates,  in  its  practical 
aspects,  the  outlay  of  much  time  and  care  in  forwarding, 
receiving,  assorting  and  presenting  notes.  How  great  might 
be  the  volume  of  such  transactions  in  the  United  States 
is  suggested  by  the  experience  of  Canadian  banks.  In- 
formation obtained  through  the  courtesy  of  gentlemen  at 
the  head  of  some  six  typical  institutions,  indicate  that  the 
average  life  of  a bank  note  ranges  between  twelve  and  thirty- 
six  days,  according  to  the  nature  of  the  issuing  bank’s  circulating 
business,  the  mean  interval  between  the  issue  and  payment  of  a 
note  being  a little  less  than  four  weeks.  In  other  words,  the 
Canadian  bank  pays  out  within  the  year,  and  therefore  must 
redeem,  from  ten  to  thirty  times  $ioo  for  every  $ioo  of  its  aver- 
age circulation.  Though  the  contrasts  between  the  Canadian 
and  American  banks,  particularly  m point  of  average  capital, 
numbers  and-  the  development  of  branch  banking,  are  more 
striking  than  the  similarities,  the  issue  of  notes  upon  general 
credit  and  mutual  guarantee  of  ultimate  redemption  are  peculiar 
both  to  the  Canadian  system  and  the  one  proposed  for  the 
United  States.  In  case,  then,  the  immediate  convertibility  of 
notes  is  tested  with  equal  frequency,  a supposition  possible  only 
if  we  assume  that  the  facilities  therefor  will  be  equally 
good,  and  the  competition  of  American  banks  equally  keen, 
some  agency  or  other  will  necessarily  be  charged  with 
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handling  masses  of  notes  amounting  each  year  to  sums  from  ten 
to  thirty  times  as  great  as  the  average  circulation  of  the  national 
banks.  Supposing  that  the  banks  issue  only  enough  to  fill  the 
space  left  by  the  retirement  of  Government  paper,  and  that  the 
life  of  the  note  is  four  weeks  instead  of  twelve  days,  the  volume 
of  redemption  operations,  counting  any  note  but  once,  would 
rise  to  nearly  $5,000,000,000,  a sum  equal  in  mere  dollars  to 
more  than  one-fourth  of  the  total  clearings  in  the  United  States, 
outside  of  New  York,  during  the  year  1897. 

Is  the  task  of  conducting  this  enormous  business,  vastly 
more  onerous,  difficult  and  risky  in  many  details  than  the  clearing 
of  checks,  to  be  shifted  to  the  various  clearing  houses,  and  are 
balances  only  to  be  settled  at  the  treasury  ? Or  is  it  to  be  turned 
over  to  the  banks  of  redemption  in  various  centres  which  may 
be  established  with  a view  to  profits  from  the  non-interest  bear- 
ing deposits  that  country  banks  might  be  willing  to  maintain 
in  order  to  forestall  calls  for  gold  redemption  at  their  own  offices  ? 
Or  again,  is  the  burden  of  mediating  the  redemption  of  notes 
not  set  off  against  each  other  by  local  banks  to  rest  altogether  on 
the  treasury  ? If  that  is  the  intention,  what  may  be  the 
justice  of  abolishing  the  tax  on  circulation,  through  which  the 
expenses  incurred  in  business  with  the  national  banks  have 
been  covered,  and  substituting  for  it  a single  franchise  tax,  when 
a considerable,  perhaps  the  larger,  proportion  of  the  treasury’s 
outlay  in  this  business  will  be  the  direct  result  of  its  redemption 
operations  ? If  the  treasury  alone  is  to  prosecute  the  business 
of  redemption,  what  is  the  prospect  that  redemption  will  be 
speedy  and  otherwise  so  inexpensive  as  to  induce  banks 
unfailingly  to  seek  it  ? What  are,  after  all,  the  reasons  for 
supposing  that  the  demand  for  redemption  will  be  prompt  and 
persistent,  and  that  the  methods  will  be  cheap  ? For  positive 
answer  or  convincing  argument  in  reply  to  these  queries,  one 
may  search  the  report  in  vain. 
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